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Kobe Steel, Ltd. =

. ' . . L S Tokyo, Japan -

b . : i . Tokyo Stock Exchange No. 5406
’ - - - October 31, 2006 :

Summary of Kobe Steel's Consolldated Flnant;lal Results
.;' For Flrst Half of Fiscal 2006 (Apnl 1, 2006 - September 30, 2006)
TOKYO October 31, 2006 - Kobe Sleel Ltd. announced today its fi nancnal results for' the first half of
fiscal 2006 ended September 30 2006 . _ o g -, - )

. Consolrdated flnancml summary (m mllllons ofyen) .
. -FY2006 - FY2005 % Change

e L : +_First Half __ First Half "

' Net sales - - ’ 898,862 © 789,502 - 13.9%

_Operating income _ e 98,844 108,235  (8.7%)
Ordinary income* - .~ - _ 87,360 85,413 2.3%

~ Netincome - .. ; T 51,579 36,712 40.5% "
Earnings pef share - ' © . 16.60 yen ' 12.37 yen -~ .

* Also known as prelax recurnng profit

‘ Segment sales (ln mulllons of yen)

FY2006 - FY2005
i . . -+ _First Half __ First .Half
Iron & Steel - ) Co 397,124 . 366,365

. Wholesale Power Supply =~ © - 34,343 131,043
Aluminum & Copper . 192,405 152,432
Machinery C 119,476 113,818
Construction Machinery .7 133,084 106,384
Real Eslale . 18,901 T 17,238
Electronlc Materials & Other Busmesses - . 30,529 28,205

T Ellmlnatlons ) . - (27,003) (25,983)

Consolldated net. sales ; X 898,862 789,502 -

Overse;;s sales (in millions ofyen) - . .
: ' JFY2006 ©  FY2005
co o ' . First. Half _ -First Half
Overseas sales ' - 259,473 . 203,917

~ Consolidated net sales . "T - 898,862 789,502 _

% overseas sales . . | 28.9% 258% . .

. k .
Production (in thousands of metric tons)

S : . _ FY2006 - FY2005 % change
; . . First Half - :First Half

Crude steel o . - 3,851 3,876 . .(0.6%)
Rolled aluminum products . 176 | 183 - - (3.5%)

Rolled copper products : 75. 75 - (0.4%) -

(N Operatlng Results .
Japan's economy gradually expanded in the first half of fiscal 2006. Wlth corporate earnlngs high,

pnvate -sector capital investment continued to increase and personal spending went up, spurred -

by hlgher workers incomes. The Chlnese and other Asian economles remained strong.

"On thls*background, Kobe Steel's consohdated net sales in the first six months rose 109.3 billion yen to

898.8 billion yen, in comparison to the same pericd last year. - Operating income was 98.8 billion yen,

a decrease of 9.3 billion yen in comparison to the same period last year, as the inventory valuation
under the average method in fiscal 2005 had pushed up profits more-for that year. In addition, from
fiscal 2006 machinery and equipment depreciation was changed from the straight- -line metheod to the
declmmg—balance method, which increased the depremallon burden. . However, ordinary income
increaséd 1.9 billion yen to 87.3 billion yen in comparison to the same pericd last year owing to higher

profits from equity-valued affiliates. .As no extraordinary loss was posted in the half-year period, .

-1




' Machrnery
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‘ aﬂenax net income increased 14.8 billion yen to 51.5 billion yen.

lntenm drvrdend

- Kobe :Steel has decided to pay an interim dividend of 3 .yen per share for the halfyear period, taking

into consrderatron the trend of its busrness performance and lhe result of a comprehenswe evaluation.

Results by Business Segment

Iron&SteeI o . .
. Domestic demand -for med|um and high-grade steel products used mainly in the automotlve and

shrpburldmg industries; was strong in the perlod under review, In the overséas market, the supply and
demand balance, which had worsened due to China's rising crudé steel capacily, improved owing to
growing worldwide demand for steel, leadrng to progress in market recovery. Domeslic inventories;
which' had accumulated due to weak demand -for general steel products, showed improvement and
went down to more appropriate levels. . ¢ . . ) .

Wh||e focusrng mamly on demand for upper- end products for the manufacturlng sector, Kobe Steel
controlled shipments to keep inventories at appropriale levels. As a result, Kobe Steel's shlpments of
steel products decreased in comparison to the same period’ tast Jyear.. With regard to sales prices,
due to the order composition, the average sales price went down in comparison to the second half of

fiscal 2005. ' Demand was brisk for steel castings, forgings and welding consumables for the -

" shipbuilding industry and for titanium products for the arrcraﬁ market, contnbullng to higher sales in

companson to the same pericd Iast year

‘As a resu[t segment sales mcreased 8. 4% to 397.1 biltion yen, but operating income went down 23.5 -

billion® :yen to 45.4 billion yen, in comparison to'the same period last year. Operating income was
affected by the average method in fiscal 2005, which had pushed up profits hlgher for that year and by
a change in' the method of depreciation. : _ .

Wholesale Power Supply :

Sales ‘rose 10.6% to 34.3 billion yen owing to an increase in the electricity price brought about by higher
coal prices. Operating income rose 1.0 billion yen to 9.3 billisn yen in comparison to the same period
last year. The Shinko Kobe Power Station has an electricity generation capacity of 1.4 million kilowatts.

Alumlnum & Copper ‘ ' ’ -
Shipments - of rolled alumlnum products decreased over the same penod Tast year. Although -
shipmnets were strong for aluminum sheet for automotive panets and aluminum disk blanks for hard

) dnves the cool summer led to a considerable decrease in alumlnum can stock for beverage cans.

, Demand for rolled copper products was the same as the frst half |last year. Demand continued to be

strong for copper strip for automotive electrical parts and semaconductor Ieadframes Demand for
copper tube was the same as the first half last year. ’

-Aluminum castings and forgings saw strong shipments the automotive and semiconductor markets.

Under';:thes'e conditions, aIthough overall saies volume decreased, high aluminum ingot and copper

. cathode prices boosted sales prices. As a result, segment sales increased 26.2% to 192.4 billion yen

in comparison to the same period last year. Operating income increased 5.8 billion yen to 18.0 billion
yen wnth the use of the average method of calculating inventories. -

-

Domestic orders mcreased 27 9% to 87.6 billion yen in comparison to the same period last year. On

‘the back of strong private-sector capital investment, orders were strong for compressors, roll:ng mills

and other products. In the environmental "business, Kobe Steel received orders for large waste

g treatmenl _projects.

Overseas orders shot up 111.6% to 88 5 billion yen. 'Capital investments were actuve in the oil refining, .
petrochemical and energy fields in the Middle East and Asia, leading to strong demand for

" non-standard compressors, plastics. processing machinery and pressure vessels.” Orders were also ‘

awarded for gas-based direct reducuon plants

As a resu!t total orders increased 59. 7% to 1761 billion yen, and the backlog of orders was 317.1
billion yen
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* Owing to strong orders, machinery segment sales rose 5.0% to 119.4 billion yen in the first half of fiscal

2008, in comparison to the same period last year. Operating income increased 2.4 billion yen to 55
pillion'yen‘ due to cost reductions. - ' o :

L

~

’ Cdﬁsiruction Machinery

Domestic demand, for construction machinery was. brisk, supported by strong private-sector capital
investment, although public works projects continued to shrink. ‘The overseas market was also strong.
Demand was firm in Europe and North America, and the Chinese, market rapidly recovered and

expan’{:led.' The crane business.was also robust, centered on the Middle East and Southeast Asia.

As a result, segment sales increased 25.1% to 133.0 billion yen in comparison to the same period last

" year, Operating income increased 3.2 billion yen to 6.9 billion yen.

R"eal Estate - ) ) - . ‘ .
With the completion and handing over of condominiums, mainly in the Kansai (western) region of Japan,

- segment sales went up 9.6% to 18.8 biltion yen in comparison to the same period last year. Operating

income increased 1.4 billion yen to 2.7 tlillion yen. .

‘

Electronic Materials & Other Businesses -

Due to inventory adjustments of liquid crystal displays, demand slowed for target material used in LCDs.

" However, the materials analysis business continued to bé strong. As a result, segment sales rose

8.2% to 30.5 billion yenin comparison to the same period last year. Operaling income was roughly .
the same at 8.2 billion yen. . L -

" Outlook for Fiscal 2006 {ending March 2007)

. .J_ap'oan_"s economy in the second half of the fiscal year is forecast to continue improving gradually.
" Domestic demand in the private sector is expected to continue increasing, and the Chinese and other

Asianfleconomies are anlicipated.to be strong. However, trends in the U.S. economy and a softening
of the-market for general steel products due to higher steel production in China are factors of concern,’
and conditions may not be entirely ‘optimistic. On this- background, Kobe Steel's’ outlook for its,
business segments in the second half of fiscal 2006.is as follows: - : '

iron & Steel S e - L .

Steel demand, both in Japan and ovérseas, is anticipated to. continue being robust. Demand is
expecled to be brisk for steel castings and forgings, titanium products and welding consumables. As 2
result, second-half sales are forecast to be higher than in the first.half of fiscal 2006." However, on the
supply._ side, there is concern that supply pressure will increase due to higher steel production in China.’

Wholésale Power Supply ' : . . - :

The Shinko Kobe Power Station intends to run its facilities under stable operation. As no extraordinary

factors are anticipated, second-half sales are expected to be similar to the first haf, .
o . . N : . .

I

Aluminum & Copper

- Second-half shipments of rolled aluminum products are expected to be similar to the first half.

Although demand for can stock will slacken due to the off-season, demand will continue to be strong in
the automotive, IT and semiconductor industries.

For rolled copper products, second-half shipments are forecast to be similar to the first half. Demand -
is expected to be firm in the electronic industry. However, demand for coppeér ube, used in air
conditioners, is-expected to go down in the second half, because of the off-season.

As a result, éecor;d-half shipmenls-'are'anticipated to be similar to the first half. -Owing to the high

prices.of aluminum ingot and copper cathode in the first half, second-half sales are anticipated 1o be
higher that in the first half.

Machinery K ' S o '

Orders for compressors used in the oil refining, petrochemical and energy fields, plastics processing -
machiinery; and pressure vessels are anticipated to continue being strong. Owing to a concentration
of environment-related sales in the second half, second- half sales are anticipated to be higher that the

- first hajf.
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Gonstruction Machinery - - o o o
The domestic market is forecast to be strong on the back of firm private-sector investment.” As

- demand in China will enter a siack period, second-half segment sales are anticipated to be similar to

the first half. - P . |
Real Estafe » . )
As the completion and handing over. of .condominiums, are anticipated to increase, second-half sales

_ are expected to be higher than first-half sales.

" Electronic Materials & Other Businesses -

‘Although inventory adjustments of liquid crystal displays ‘will conlinue, the materials analyr;is blusiness_

is ‘forecast to be brisk. Thus, sepondihaif sales are expected to increase over the first half.

Overall Forecast

Second-half sales are forecast to be high.er_thahj first-half sales. Iron & Steel segment sales are
anticipated..to be higher on. the back of brisk demand for steel castings and forgings and titanium
products. In the Machinery segment, sales will concentrate in the second half of the fiscal year. - '
Brofits will be lower than the first half as the profit-boosting-effect from the use of the average method,
whichsincreased inventory valuation, will be lower. As a result, consolidated sales at Kobe Steel are
anticipated to reach 1,900 billion yen. Ordinary .income is expected to reach 170 billion yen, and net,
income is projected at 100 billion yen. - L : S oL

{(2) Financial Position S .

Owing' to the higher value of inventories due to rising raw material prices; strategic investments to

improved business competitiveness, and the implementation of necessary ‘refurbishment investments

for stable production, total assets at the end of the halfyear period increased 29.2 billion yen t0 2,103.47
billion,yen. With net income of 51.5 billion yen and minority interests posted under net assets from the

first half of fiscal 2006, net assets increased 68.1 billion yen to 598.1 billion yen, in comparison to fiscal
2005.- As a result, the stockholders’ equity ratio was 26.4%, up 0.8% from fiscal 2005. ;

. Net cash provided by operating activities was 66.5 billion yen. Income before income taxes reached

'

~87.3 billion yen and depreciation was 41.1 billion yen, with cash paid for income taxes amounting to -,

51.4 billion yen. Net cash used in investing activities amounted to 51.5 billion yen, after purchases of -

" plant, equipment and other assets. Free cash flow, the sum of net cash provided by operating activities

and nel cash used in investing activities, was 14.9 billion yen. . Net cash used in financing activities
amounted to 40.6 billion yen, following a reduction in debt and repayment of dividends using cash-and

cash équivalems and free cash flow. . L.

As-a fésult,-debt:decreased 19.3 billion yen-to 701.5 killion yen in comparison to fiscal 2005.- Cash
and cash equivalents decreased 25.5 billion yen to 69.9 billion yen, in comparison to fiscal 2005.

1

Consélidated cash flow Indicators

FY2002 | FY2003 | FY2004'| FY2005 FY2006

) . half year
Stockholders' équity ratio - : ‘ 154% | 17.2% | 19.9% | 256% 26.4%.
Stockholders' equity ratio at market price | 10.9% 247% | 296% | 67.1% 54.9%
Debl redemption years BT 84 | 9.0 6 36 -
interest coverage ratio (times) 3.8 4.1 9.3 - 9.0 6.8

* Stockholders' equity ratio: Stockholders' equity/total assets - . .

* Stockholders' equity ratio at market price: Market capitalizationftotal assets ; L

{Marke! capitalization is calculated by multiplying the share price at term-end by the number of outstanding shares at termend.)

* Debt Tedemption years: Inerest-bearing liabilities/operating cash flows, . ‘ - )
* Interest coverage ratio: Operating cash flows/interesl expense

A Debl_rédemption years are not indicated inthe half-year period,

I ! .
Media Contact: i T
Gary Tsuchida - Tel +81 ()3 5739-6010 -

Publicity Group ' .07 Fax - +81(0)35739-5971
9-42 Kita-Shinagawa 5-chome Email  www-admin@kobelco.co.jp

Shinagawa-ku, Tokyo 141-8688 . JAPAN Website www kobelco.co.jp
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1. FY2006 first-half consotldated financial resutts (Aprll 1, 2006 September 30 2006]

(m m:lhons of yen)

._ '

) (1) Consolidated financial results

% change FY2005

H o ' FY2006 FY2005

. First Half __ First Half Fult year
Net sales . 898,862. 789,502 13.9% 1,667,313
Operating mcome 98,844 108,235 (B.7%) 220,395 .
Ordinary income 87,360 - 85,413 23% - 176,932
- Net.income - . ) 51,579 36,712 ©  40.5% 84,559
Eamings per share’ o 16.60 yen - 12.37 yen . 27.93 yen
Diluted net income per share ' — 11.80 yen 27.24 yen

Equity value of net gain of affiliates in FY20086 first half: . 5.139 million yen

FY2005 full year : 10,505 million yen

FY 2005 first half: 5,038 million yen

Average number of shares in FY2006 first half - 3,1b5,946.933_ FY2005 ﬁrst half. 2,867,084,387 -

FY2005 full year: 3,025,880,043 |
_ Changes have been made in accountlng policies.

Percentages for net sales, operating income, ordinary income and net income show changes from the same hatf year perrod in

the prevrous fiscal year,

L

(@) Consolldated financial position .

FY2005

FY2006 FY2005
- First Half . _ First Half - Full Year
Total assets © 2,103,448 1,961,486 2,074,241
Net assets 598,143 433,177 529,999
Stockholders' equity ratio 26.4% 221% . 256%
Net assets per share 178.88 yen' _145.94 yen _170.64 yen-
Number of shares issued at erd of FY2006 first half: 3,105,861,348 | ,
FY 2005 frst half: 2,968,143,656 FY2005 full year: 13,105,677, 996
(3) Consolrdated cash ﬂows . . ]
. FY2008 FY2005 FY2005
: ) ) First Half First Haif Full Year
Net cash provided by operating activities 66,573 104,924 . 198,181
Net cash used in investing activities ‘ (51,585) (38,619) , (94,214)
Net cash used in financing activities (40,688) . (65,727) .  (93,593)
Cash & cash equivalents at end of term 69,938 83,716 95.485°
i
il
I 5 .




.(4) Scope et consolidation

Number of consolidated subsidiaries: 161
Number of unconsolidated, equity-valued subsidiaries: 0 |
Number of equity-valued affiliates: 30

{5} Changes in.scope of consolldatlon
" Newly consclidated subS|d|anes
Consolidated sub51dtarles excluded
New equity- ‘valued affiliates:
Equnty valued affiliates excluded:

o S RN

2. Consolldated forecast for. flscat 2006 (endmg March 31, 2007, in m:thons of yen)

Estimated net salés T * 1,900,000

- Estimated ordmary income T 170,000 o
Estimated net income - 100,000
Estimated earnings per share ' 32.19 gen

The above forecast is based on currently available information.
Actual results may differ considerably due to changeable conditions in the future.
For preoondttlons on the forecast and other related factors, ptease refer to pages 3and 4.

a




S, ' . 'Managéme'n'tPolicies

1. Fundamental Management Strategy _ :

The Kobe Steel Group aims to continuously improve its corporate value by stnvmg to fulfill its social
responsibilities to shareholders, investors, customers, employees, locai communrtres and other
' stakeholders based on the following corporate philosophy: .

¥
[

'Kobe Steel Group Corporate Phrlosophy

1. We provrde reliable and advanced technologies, products and services that satisfy customers

¢

| 2. We support ‘each employee |n developrng his or her abrlrtres while respectlng mutual cooperatlon
w:thrn the Kobe Steel Group. .

-3, Through continuous efforts for'~innovative change, we aim o enhance our corporate values.

2. Pollcy for Profit Dlstrrbutron

" Kobe-Steel reg ards the return of profits to its shareholders as one of the important management issues, -
Promoling business development over the Iong term, Kobe Steel endeavors to improve the corporate ’

value of the overall Group

.

In alrocatrng the' earnlngs the Company's frnancral condltron financial results and future caprtal needs

are taken into consideration. While the basis is to provide dividends regularly, dividends are decided

based on comprehenswe consideration of the fi nancrat performance, payout ratio and other factors.

As for retalned earnings; by aIIocatlng the .necessary investments for future growth, prot'tablhty is
antrcrpated to'increase and the financial posmon is expected to further improve.

in consrderatlon of proft distribution based on financial performance the payout ratlo is antrcrpated to
.range from 15% to 25% of the consolrdated net income. . .

’

- 3. Medlum-Term Busrness Strategy & Targets
In Agpril '2006, Kobe Steel launched the. Fiscal 2006-2008 Kobe Steel Group Medlum—Term Business
Plan, a three-year plan that ends in March 2008.-In the medium- to long-term future, the plan aims to
build a husiness organization for stabrllty and growth based on the following goals: o .

31. Expandlng and creatmg "Only One" hrgher-end products :
The Kobe Steel Group's value-added products, based on originality and highly evaluated by customers,

are regarded as "Only One" products. Kobe Steel intends to further expand sales of these products. -

By creatrng and growing "Only -One" products that meet the needs of the times, Kobe Steel intends to
raise the sales of upper-end products to comprise 40% of total sales by the end of fiscal 2008, in
companson to 35% at the end of fiscal 2005. .

3.2 Strengthemng "monozukuri" capabilities -skll!ed manufacturmg

The Kobe Steel Group will focus on cost reduction, including energy savings and |mprovrng yield. It
will thoroughly undertake quality control and cost management, as well as implement capital
‘investments to further improve product functions and add value to products. Kobe Steel will also
rmprove the research and deyelopment orgamz_atlon -

3.3. Strengthenmg the financial base ' ' - ; \

While undertaking strategic investments for sustained growth, the Kobe Steel Group plans to continue - '

focusing on improving its financial structure. It plans to buiid a solid trnanual base resrstant to
changes in the business environment.

.

3.4, Promotlng corporate social responsrbrlrty . T
The Kobe Steel Group will systematize CSR activities, throughout the Group The Kobe Steel Group
will thoroug hly carry out compliance activities, as well as foc:us on improving corporate governance
) 3 5 Creatmg a posmve work envrronment that mstllls pride in employees work
For all Kobe Steel Group employees, the Kobe Steel Group plans to establrsh safer and more

7!



comfortable workplaces, as well as improve the workrng environment to support employees, who have
diverse values, in developing their abilities. The Company will also further strengthen skill
transference from older to younger workers and human resources development .
3.6 Strengthenmg group management
By integrating systems and information infrastructure and deploying the "KOBELCO" brand throughout
the Group, Kobe Steel plans to nurture a strong shared unity and enhance the capabilities of the Kobe
Steel Group ' .

;

Flscal 2006 first- half results and the targets for fscal 2008 are as follows:

(in brlllons.of yen) o ’ F_Y2008 'FYZOOG
S T _ - Targels * First Half

Sales’ ‘ o - About. 1,900.0 . | 898.8

Ordinary income o . 180.0 or more B7.3 )

Net income . : S . 100.0 or more . 515

Return on assets (%) ‘ . 5.0% or more 4.9%

‘Debt {interest-bearing liabilities) g 550.0 or less . 575.1

Debt, including IPP project finance . ’ 6500 or less 701.5°

Debt-to-equity ratio (times) : C 0.8 or less A A

DIE ratlo including IPP project fi fnance (ttmes) 0.9 or less 1.4

4. Issues facmg Kobe Steel
The Kobe Steel Group intends to ‘build a strong, profit structure that further strengthens its busmess
_competitiveness and is responsive to market changes. In each business segment, Kobe Steel is
expanding and creating "Only One" upper-end products and strengthening its skilled manufacturing

capabilities. Strengthening its activities in compliance and envuronmental conservation, Kobe Steel is -

" striving to improve the. trust of its stakeholders
Specrfc sssues by busmess segment are as follows: T

Iron & Steel : ' : '

For stee! products, Kobe Steel intends to expand sales in domestic manufacturing industries in which
" stability and growth are anticipated. The Company will also respond to growth fields such as sieel
castlngs ‘and forglngs titanium products and welding consumables.’ .

The company is oarrylng out capital investments such as remodeling its blast furnaces and other
‘pI'DJECtS It will strengthen its manufacturing technologtes promote energy sawngs reduce costs and
burld a stable product:on system. - .

Alumlnum & Copper .

This segment is focusing management resources on- the automotive and IT fields. In particular, it
. plans to actively develop its businesses and increase profits in the areas of aluminum disk material and
aluminum forgings for suspensions. The segment wrll make further improvements in quality and
productivity by upgrading its equrpment :
.Machmery . . ‘

In the machinery and engineering fields, the favorable demand en\nronment will oontnbute to profits.
The Company is upgrading its manufacturing equipment, maintaining production. capacity, improving
quality and reducing costs. .Plans also call for strengthening. the iron unit business and mcreasmg its
. profitabiiity.  In the environmental business, drastically reducing costs will contribute to ‘improving’
,proftabrllty The construction machinery business plans to focus on overseas operatlons which will
help ralse its profitability. .

‘ Electromc Materials : '
This segment plans to meet the growing demand for target matenal used in LCD panels It will also
. develop and commercialize new products for future growth. - "



Consolldated Balance Sheets -
{in mllllons of yen) .

s ) - ,
- . )

Assets S FY2006 FY2005 . - FY2005
. : : .~ FirstHalf . First Half . Full Year
Current Assets : ' ' . o
Cash- and cash equwalents : -+ 70,4698 . " B4,401 96,187
Notes and accounts recewable e 321,479 282162 . 318,199
Inventories " . . 339,198 . . 292,245 303,003
Other;’ -~ : S 82,099 78,500 185,869
Allowance for doubtful accounts ] : (844} (1,025) . {992)
Total current assets - . 812,402 i 736,285 802267

Tangible fixed Assets : . _ - :
Buildings and structures ' , 293,864 291,865 . 289,074

_.Machinery and eqmpment ’ , 422,968 ' 421,020 - 417,406
Land. | . : 206,828 196,845 203,100
Other 53,004 37,753 F 52292

Total tangible fi fixed assets . o 976,666 © 947 484 961,873
lntanglble fixed assets ' . . 15,575 . 14720 0 - 15166
J' . . . . .
. Investmeénts and other assets o - g ‘
_ Investments in securities + | : 210,784 ' 183,203 223,964 '

* Other’ : ' 94,639 - . 88218 .  + 77,098

AIIowance for doubtful accounts } {(6,619) - - ' (8,427) {6,128)
: o 298 803 262,995 o 294 933

Total assets . 2,103,448 - ~ 1,961,486 2,074,241



Current liabilities
Notes and accounts payable
Shortterm borrowings ~
Commercnai papers
Bonds and notes due within one year ‘
_-Allowances
Other
Total current liabilities
]

Long-term liabilities
Bonds and notes
Long-term borrowings .o .
_ Employees' severance and retirement benefits
Other allowance ' .
Other

Total long-term liabilities

Total 0urrent and long—term liabilities

.Mlnorlty |nterest5
Stockholders’ equity
Common stock .
Capital surplus
Retained earnings
Land revaluation’
Net unrealized holding gains on securities
Foreign currency translation adjustments
Treasury stock, at cost
Total stockholders' equity

Total liabilities, minority interests & stockholders’ equity

Net assets
Stockholders® Equity
* Common stock
Capital surplus
Retained earnings
Treasury.stock, at cost
Total stockholders' equity
Valuation and translation adjustments
‘Net unrealized holding gains on securities
Deferred gains on hedges
Land revaluation
Foreign currency translation adjustmenls
Total valuation and translatlon adjustments
Mmorl|ty interests.
Total net assets
Totallliabilities and net assets

- FY2006. _ 5 FY2005
First Half First Half Fuill Year
433,051 396,809 417,407 .
184,600 162,557 .- 176,332 .
27,000 32:000 -
22,904 80,336 48,419
11,476 16,595 16,382
223,349 197,393 . D27.033
902,382 - 885,692 885,574
- . 195,287 218,247 - 215,363
© 271,184 272,223 278,862
51, 008 51,645 52,980
2661 - " 2,661
82,779 64,662 - 70,206
602922 606,779 620.073
1,505,304 1,492 472 1'505,648
- 35,835 38,593
- 218,314 233,313
- 68,131 83,145 .
- 109,428 . 157,275
- 432 (4,358)
- 48,843 68,999
- {(10,677) (7,047)
- - 5 (1,295) (1,327)
- 433,177 529,999
- 1,961,486 2,074,241,
233,313 - - -
83,272 - -
. 180,170 - -
.. (1,381) - -
505,374
59,846 - -
-1 2630 - -
© (4,595) - -
(7,661 - -
50,219
: 42,549 - -
508,143 -~ -
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FY2005

2,103,448




" Consolidated Statements of Income

(in millians of yen)

‘Net éa_les _
‘Cost of sales
Gross profit

Selling, general and administrative expenses -

Opel‘atihg income

. No:n"-t-)perating income .
Interest and dividend income
"Other income
;
Non- operatmg expense
Inlerest expense
Olher expenses

b

Orﬂinary income

Extraordmary loss

Loss on separation of real eslate busmess
" Casualty loss

Expenses for enwronmentai measures

‘Income before:income taxes

. :}_ N .

Income taxes

. Current v
Deferred .

~Minority interests in |ncome of subSIdlarles
' Net income -

11

FY2005

- FY2005

FY2006 (

First Half First He_t[f " Full Year
- 898,862 789,502 1,667,313
. (723,299)  (608,010) (1,297,291)°
.. 175632 - 181491 370,021

~ (76,787) (73,256) . " (149,626)

98,844 108,235 220,395
2,549 2124 - 3,830
24.138 19,710 43,434
26,688 21,835 47,265

(10,084)°  (10,639) (21,146)

- (28,087), (34,017) (69,581)

(38,172)  (44,656)- (90,727)

87,360 85,413’ 176,932
- (14,100) (14,100} "

- (4,539) - (4,539)

-~ - (5,599)

- (18,640) (24,239)
87,360 66,773 152,693
(29,208) . (23,322) (60,007)
(4,330) " (5,235) (5.435) .
(2,241) (1,503) (2,691)
51579 - 36,712 . 84,559




f

Capiial Surplué {in millions of yen)

Con_solidated State’rﬁents’ of Capital Surplus and Retained Eérnings

!

FY2005 Half Year
(Apr.1~ Sept. 30, 2005)

FY2005

(Apr. 1, 2005 Mar. 30, 2006)

12

Capital surplus at beginning of period __- - 67,979 67,979
Conversion of convertible bond ' : 151 - 15,150 |
Gain on sate of capital surplus 0 ' 151-
‘Increase in capital_surplus 151 15,165 |’
Capital surplus at end of term - 68:131 B3,145
Retained Earnings (in millions of yen) . g
Co ' ‘ "FY2005 Half Year . ~FY2005°
‘ {Apr.1 - Sept. 30, 2005) | (Apr. 1, 2005 — Mar. 30, 2006)
Retained earnings at beginning of period 81,6331 ' 81,633
Halfyear (full-year) net income 36,712 84,559
Increase due to changes in scope of consoltdanon .40 40
. Increase in retained earnings . . 36,753 84.600]
| Cash dividends - - (8,921) | '(8,921)
Bonuses to directors ‘ ' C(23) (23)
Decrease due to changes in scope of consolndahon - {13y (13)
" Decrease in retained earnings- (8,958) (8,958)
Retained earnings at end of term 109.428 - - 157,275




i
t
S

Conf::olidatéd Statement of Changes in Net Assets (in.millions of Qen)' ‘

. Shareholders' Equity
. ~{ Common Capital Retained | . Treasury Total
S . . © | -.stock surplus” | earnings | stock, at cost | shareholders’
o N Sl . ' equity
Balance at March 31, 2006 .. 233,313 | 83145 157275} - {(1,327) |- 472,405
" |' Amount of change in interim period - ' ' o : .
. Cash dividends ‘ ' - | (18673) - {18.673)
. Bonuses to directors ) - eyl - 0 . - (28y|
" Netincome - -~ . . 51,578 . 51,579
Stock .swap ) . - i o 68| - 180
-Acquisition of treasury stock ! - 13 . - {132)
-Disposal of treasury stock - . K 16 : 9 26
~.Decrease due to changes in|. ol ' ‘ -
scope of consolidation. B (221) (221)
Increase due to reversal of | .~ ' o ’ "
land revaluation. : ‘ 236 - 236
Net 'changes other than : :
" stockholders' equity . . v . - -
- | . Total changes in interim period e o127 32,885 © {54} 32,968
Balance at Sept. 30, 2006 233,313 83,2721 190,170 - (1,381) 505374

- Valuation and Translation Adjustments .
Net Deferred Land - Foreign Total . Minority Total net

unrealized | gains-on revaluation -currency valuation & “interests assels
. holding hedges ) .} translation " translation .
gains on ’ adjustments adjustments -
Lt . ‘ securities : - -
Balance at Mar. 31, | 68999} . -- (4,358) [ - (7,047) © 57,583 " 38,593 | 568,592
2006 . . _ LR
Amount of change in |
interim period .
Cash dividends ) . ‘ . . . (18,673)
Bonusesto : ' . . .
directors : _ ' (26)
Net income ‘ - - . 51,579
Stock swap ] . . ) 180
Acquisition of ‘ . _ . : - -
treasury stock - - ] (132) |
Disposal of : . . ) .
treasury stock ' . ' - 26

Decrease due to
changes in scope _ : o . i
of censolidation . . ) ) . (221)

Increase due to
reversal of land -
revaluation - - - e : . © 236

Net changes other
than stockholders' : .
equity (9,153) 2,630 (236) (614) (7.374) 3,956 {3,417)

Totalchangesin .| (9,153)) . 2,630 , (236) (614) - (7.374)|. 39856 29,55
interim period , o ' - .
Balarice at Sept. 30, 59,846 | .. 2,630 © {4,595) {7.681) |-+ 50219 |, 42,549{ 598,143

2006
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Consohdated Statements of Cash Flows
(in millions of yen)

65,938

FY2006 FY2005 FY2005
S oo First Half First Half Full Year
Cash flows ffom operating activities' ) o
Income before income taxes 87,360 66,773 152,693
Depreciation . , 41,168 39,246 79,506
Interest and dividend income ' {2,548) . C(2,124). © (3,830)

. Interest expense 10,084 - 10,639 21,146
Gain.on sale of securities - {1,637) - {1,025)

. Equity in income of unconsolidated subsidiaries and affiliates - (8,138) . {5,038} (10,505)
Loss on separation of real estate business . - 14,100 14,100
Increase {(decrease) in provision for casualty loss {1,429) 3,270 1,429
Increase (decreas e) in provision for environmental measures  (1,700) - - 5,627
Loss on sale or disposal of plant and equipment 1,391 1,433 4 575
Decrease (increase) in trade receivables from customers 20,062 13,889 {22,683)
Increase in inventories. '(35,292) (39,584) (46,797)
Increase in trade payables to customers . 12,956 28,856 44 448
Other, 1,343 270 ‘9,823

Subtotal 123,618 131,733 248,410
‘Cash received for interest and dlwdends © 4,237 3,809 + - 5,285
Cash paid for interest ‘ - (9,825) {10,987) (22,007) .

" Cash paid for income laxes (51,456) {19,630} (33,507

Net cash provided by operaling activities . 66,573 . 104,924 ° 198,181

ol . 7
Cash flows from investing activities . . .
Purchase of plant, equipment and other assets : (52,050) (34,415) (89,666)
Proceeds from sale of plant, equipment and other assels 600 477 4,644
Purchase of investments in securities (3,321) - (5,779) (12,001)
Proceeds from sale of investments in securities 2,919 - 1,455 © 3,636
Decrease (increase) in short-term loans receivable 801 39 | (493)

. Payments for long-term loans receivable. {190) (416) (607).

. Proceeds from collect:on of Iong—term loans recewable 107 107 .236
Other , ' (453) (87) - 35

' Net cash used in mvestmg activities {51,585) (38,619) " (94.214).
Cash flows from fnancing activities e
Increase (decrease) in short-term borrowings {5,885) (5,948) . 12,558
Increase (decrease) from commercial paper 27,000 17,000 :{15;000) .
Proceeds from long-term debt : ' 34,755 2,290 39,545

"Repayment of long-term debt . (29,787) (46,523) (83,807)
Proceeds from issuance of bonds .- 10,000 . 10,000;
Repayment of bonds | (45,608) (25,378) (30,486)

" Payment of dividends (18,551} . (8,840) - (8,857)
Other (2,608) (8,326) .  (17.546)

Net cash used in financing actwmes . (40,685) (65,727) (93,593)
Eﬁect of exchange rate changes on cash and cash equivalents {30) - 089 2,784
Incréase {decrease) in cash and cash equivalents . (25728) - 1,546 13,157
Cash and cash equwa!ents at beginning 'of year 95,485 80,591 . 80,591
Increase due to changes in scope' of consolidation 181 - 1,578 - 1,735
Cash and cash equrvalents at end of year’ 83,716 95,485

v
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Segment Informatlon

1. By business segment (in millions of yen)

Sales to outside customers. A FY2006 FY2005 . FY2005

| e . __First half First half Full year
lron & Stee! . o 385511 . 356,239 734,749
Wholesale Power Supply 34,343 31,043 65,208
Aluminum & Copper ’ © 191,861 151,906, . 303,889
Machinery : L. 115,845 . 108,180 246,911 .
Construction Machinery L 133,061 106,107 . 226,645
Real Estate - . 15458 -15338 . 43,543
Electronic Materials & Other Busmesses ' © 22779 20,686 46 365 .
Consolidated net sales . 898,862 789,502 1,667,313
Inter_,-segment sa!es: : .
Iron & Steel 11,613 -10,125 23,618

. Wholesale Power Supply " . - - - -
‘Aluminum & Copperl L 543 525 1,055,

. Machinery | C ‘ 3631 - . 5637 0. 12,366 .
Construction Machlnery ' . ..o23 - 277 382
Real Estate - ' " 3,442 1,809 3,701
Electromc Materials & Other Businesses _ 7749 - 7518 14,763

’ -‘- . 27.003 25983 - 55 887
Total sales - . . - co o
Iron & Steel . 397,124 366,365° 758,368
Wholesale Power Supply . ‘ 34,343 " 31,043 . 65,208-
Aluminum & Copper : 192,405 152,432 - 304,945
Machinery " . 119476 - 113,818 259,277
Construction Machinery . 133,084 106,384 227,027
Real Estate . . 18,901 . 17,238 47,244
Electronic Materials & Other Businesses 30,529 28,205 61,128

. Eliminations S {27,003) {25,983) -~ (55,887)

o - -598,862 789,502 1,667,313
Operatmg costs & expenses : < . " )
Iron & Steel , ) - 351,663 . 297,369. - 627,461
Wholesale Power Supply .- 24981 - 22898 45678 .
Aluminum & Copper. e 174,321 140,197 281,582 i
Machinery’ . 113,946 110,698 ~ 248,896
Construction Machlnery ' " 126,159 102,738 218,199

. Real Estate. L 16,110 15,855 42,118
Electronic Materials & Other Businesses - 22,291. 19,706 43,662
Eliminations - (29,456) (27 ,996) (60,682)
Consdidated operatmg costs & expenses - 800017 681,267 1,446,917
-Operating income: - ; ' ,
Iron'& Steel . - . . 45461 68,995 /130,906 -
Wholesale Power Supply . ) . 9,362 8,344 19,529-

~ Aluminum & Copper o . 18,083 - - 12234 23,362

- Machinery . 5530 . 3119 10,381
Construction Machinery ' ' T 6,924 3,645 . B,827
Real Estate ‘ - 2,781 1,383 5126 .
Electronic Materials & Other Businesses 8,237 8,498 17,465
Eliminations , : 2452 2,012 4794
Consclidated operating income ' 95,844 108,235 220395

The business segments are based on the grouping of similar products following Kobe Steel's management organization.
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72.\Sa_ies by Region °

'FYZObG First Half, ended September 30, 2006 (in millions of yen)

. . Japan Other Areas Total " Eliminations | Consolidated
Sa!es ’ 809,209 | . - " 89,652 898,862 | - _ - 898,862
(1) Sales to outside customers ) . .
(2) Inter-segmentsales 40,586 - 6,057 | 46,644 (46,644) | -
Total! . |- 849,796 95709 945 506 (46,644)| - 898,862
Operating expenses © 758,751 - 87 828 846,579 (46.562)1 - 800,017
Operating income - 91,044 [ - 7.881 98,926 : (81) 98,844

1. Countries and regions have been grouped according to geographical proximity.

2. Other Areas principally- includes Asia.

3. From this half-year reporting period, if sales derived from Japan comprlses 90% or Iess lhat total sales, segmenl sales by
region will be staled.

. .FY2005 First Half ended September 30, 2005
As sales derived from Japan comprises over 90% of total sales segment mformatnon by regton has
been abbrewated :

. FY2005 Full Year, ended March 31 2006 ' ‘
As sales derived from Japan comprises over 9% of total segment sales, segment information by

.regnon has been abbreviated. -

3. Oirerseas Sales (in millions of yen}

' Flrst-half FY2006, ended Sep. 30, 2006

. Asia Other Areas Total
Overseas sales 158,534 100.939°. . 259473
Tolal consolidated sales 898,862
% of sales .. ' 17.6% | _ 11.2% 28.9%
First half FY2005, ended Sep. 30, 2005 -
. "Asia . Other Areas Total . .
Overseas sales . - 128,760° 75157 [ 203,817 |
Total consolidated sales i ) 789,502 |
% of sales 16.3% | 9.5% 25.8%
FY2005 full year, ended Mar 31, 2006 . : .
' Asia Other Areas ~Total ¢ i T
Qverseas sales . 255645 |- 165,228 420,873 »
Total consolidated sales | - - 1,667,313
% of sales 15.3% |  9.9% "~ 25.2%

1. Countries and regions have been grouped according to geographical proximity.
2. Asia principally includes China, ‘Taiwan, South Korea, Thailand, and Malaysm
Other Areas principally include Norih America.
3. Overseas sales consist of sales of Kobe Steel and its consolidated subsidiaries derwed from countries and regions other

than Japan.
Investor Informatidn o ) Media Contact:
Investor Relations Gfoup o ' ) Gary Tsuchlda Publlcuty Group
Kobe Steel, Ltd. - Kobe Steel, Ltd.
9-12 Kita-Shinagawa Schome o Tel - +81 (0)3 5739-6010

Shilflagawa-ku,‘Tokyo 141-8688 JAPAN ) Fax +81 (0)3 5739-5971
 Tel, +81 (0)3 5739-6043 ! B
Fax +81 (0)3 5739-5973

‘Email www-admin@kobelco.co.jp
Website:  www.kobelco.co.jp
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1. S,.téel P'rodu‘cts )

A Supibiementary information

Crude Steel Production in Steel Industry (in millions of metric tons)

Sales Prlces of Stee! Products at Kobe Steel (un ven per metric ton)

FY2006 FY2005
¢ . 1st Half. 7st Half | 2nd-Half |_Full Year’
Domestic & export average 73,400 71,300 | 75,500 |. 73,300

. 2. Sales Volume of Rolled Aluminum & Copber Products at Kobe Stéel

“| (in'thousands of metric tons) | = FY2006 FY2005 _
L ' -1stHalf ~ | tstHalf | 2nd Half | Full.Year
Rolled aluminum products - 164. 175 158 334
Rolled copper products 32 31 32 63

Sales Volume of Copper Tube (consoludaied in thousands of melnc tons)

! FY2006 FY2005
- 1st Half Estimates + 18! Haif 2nd Half Full Year
Industry total * "58.06 56.80 " 55.92 112.72-
Kobe Steei** - 3.80 -3.83 ‘373 7.56
* -Totél crude steel production by Japan's steel industry. ** Non-consolidated -
Steel Sales Volume at Kobe Steel (non- consohdated in lhousands of metrlc tons)
‘ FY2006 FY2005 :

, 1st Half Estimates - 1st Half 2nd Half . Full Year
Domestic ' 2,574 2,643 2,595 5,238
Exports 667 694 - 569 1,263
Total 3,241 3,337 3:164 6,501
Kobe Steel's Export Ratio {(nonconsolidated) .

* FY2006 FY2005 -

‘ 1st Half Estimales 1st Half 2nd -Halt Full Year
Tonnage base 20.6% 20.8% 18.0% 19.4%
Value base 22.5% 23.7% 21.1% * 22.4%

non-consolidated)
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.FY2006 FY2005

1st Half 1st Half | 2nd Half | Full Year
Copper tube 43 43 34 : 77

!, . ’

3. Machmery Segment Orders {consolidated, in bllllOﬂS of yen)

~ FY2006 FY2005

1st Half 1st Half | 2nd Half | Full Year
Domestic 87.6: 68.5" "78.0 - 146.5

'| Exports 88.5 '41.8 51.0 92.8

Total orders 176.1 110.3 129.1 239.4




. Machmery Segment Backlog of Orders

a3

FY2006 . FY2005
1st Half - | 1st Half 2nd Half
" | Domestic 151.0 129.3 122.5
Exports 166.1 115.3 1242
Total orders 3171 2447 246.7 "

consolidated, in billions of yen}

- 4, AnaIySIS of Factors Affecting Pretax Ordlnary lncome (consolldated in billions of yen)

FY2006 1st Half.

FY2005 1st Half

Amount of increase.

18

Ordihary Income '87.3 '85.4 T +1.9
Factors Increasing Profits Factors decreasing Profits -
Production & shipments ‘ 4.0 Higher raw material prices (12.5)
Cost.reduction 4.5 Increase in fixed costs (5.0) .-
Consolidated subsndlanes and .| Equipment maintenance. (5.0)
. equity-valued affhates 12.0 Change in method of depreciation . (2.0)
Other " 10.4." | Inventory valuation under the average method  {4.5)
Total 30.9 Total - (29.0)
s T _ .
5. Forecast for FY2006 {consolidated. in billions of yen) - '
S : . FY2006 . . FY2005
_ 1st Half . ¢« 2nd Half Fulf Year Full Year
Sales ' ‘898.8 1,001.2 1,900.0 1.667.3
Operating income 9881 ©103.2 202.0 - 220.3
Ordinary income 87.3 82.7 170.0 176.9 |
Extracrdinary loss - - - ) -- {24.2)
Net income 51.5] - 48.5 10004 84.5
Forecast for FY2006 by Segment (consolidated, in billions of yen)
Segment - FY2006 FY2005"-
: . 1st Half | 2nd Half | Full Year | Full Year
Iron & Stee! Sales 39711 4229 820.0] - 758.3
L Operating Income 45.4 " 50.6 96.0] 130.9]
Wholesale Sales - 34.3| - 357 70.0 65.2
Power Supply Operating Income 93 - ‘97 19.0 19.5
Aluminum & Sales _ 192.4 207.6 4000] 3049
Copper Operating Income 18.0] - 13.0 31.0 233
Machinery | Sales 1194 160.6( 280.0§ . 259.2
L Operating Income 5.5 11.5 17.0 - 10.3
| Construction Sales ' 133.0 “137.0 270.0 227.0
Machinery . Operating Income 69| 7.1 14.0 8.8
Real Estate Sales 18.9 26.1 45.0 - 47.2 )
Operating Income .27 23 5.0 51 )
Electromc Matenals & | Sales . 30.5 3451 65.0 61.1
Other Businesses Operating Income 82| 7.8 16.0 17.4] " -
Eiiminations Sales ] (27.0)] " (23.0) (50.0)},” (55.8) .
- Operating Income 2.4 . 16| 4.0 47 .
Total¥ Sales ' g98.8| 1,001.2| 1.900.0] 1,667.3(
Operating Income '98.8 103.2 202.0] 2203




! i

: 6 Ana|y5|s of Factors Affectmg Pretax Ordlnary Income (consolidated, in billions of yen)
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: ~FY2006 - © FY2005 Amount-of decrease
Ordmarv Income 170.0 176.9 {6.9)
’ Factbrs increasing Profits’ Factors decreasing Profits
Production & shipments 18.5 Higher raw material prices {20.0)
Cost reduction 10.0 increase in fixed costs .- (9.0) .
Consolidaled subsidiaries and ‘ Equipment maintenance - {11.5) .
equity-valued affiliates © 6.5 Change in method of depreciation (7.0}
Other - - "~ 456 .| Inventory valuation under the average method _ (10.0)
Total! o i - 50.6 Total - (57.5)
7. Cash Flow Debt & D/E Ratio (consolidated, in bllllons of yen)
FY20086 FY2005
1st. Half 1st Half - .2nd half Full year
Freeicash flow - 18:6 546 40.6 §5.2
(Exclgdes cash flow from tPP praject finance.) ’ : '
{in bnllons of yen unless otherwise indicated)
FY2006 Forecast " FY2005
. 1st-half 2nd half forecast ist half -2nd half
Debt _575.1 600.0 629.9 589.1
D/E ratio_(times)” 11 1.1 1.6 1.2
Debt (parent only) . 4623 480.0 568.4 470.0
1. Excludes debt from IPP project finance. : o
2. DIE ratio: Debt (excludmg IPP project fmancmg)/stuckholders equity N ‘
8. Exchange Rates (Non-consolidated)
i : FY2006 FY2005
“1st half 2nd half Full year
‘ ’ forecast )
'Exchange rate (1 U.S. dollar to yen) 115 yen 115 yen 113 yen.
Effect of 1 yen increase on profits (In millions of yen) . 400 400 700
* 9, Capital Investment (in billions of yen) .
. ' " FY2006 FY2005
) ' 1st Half 2nd half Full year
Consolidated ’
Capital investmenit 58.0 94.0 . 152.0 92.3
Depreciation 41.1 46.9 88.0 79.5
Non-consolidated . .
Capital investment 39:3 70.7 " 1100 585
Deprematlon 26.7 30.3 57.0 51.9
k ' -end-




